11 o’ clock files
Simply AS a la Monetarist School

Aggregate Supply

e The AS shows the planned level of domestic output domestic firms are willing
to offer at different average price levels per period
Money wage vs. the real wage
o The money wage is what’s written on your paycheck;
o The real wage is what you can buy with your money wage; so the real wage is
Wm

the purchasing power of your money wage: W;. = —=

Monetarist / New Classical School

e They distinguish between the short run and the long run

e There is thus a short run AS (SRAS) and a long run AS (LRAS)

e In the short run, money wages are assumed fixed

e In the long run, money wages are assumed flexible and that they fully adjust to

any changes in the price level

Constantine H. Ziogas; 0901HAEF @ Athens, Greece
http://ibecon.wikispaces.com www.ibeconomics.org

Page 1


http://ibecon.wikispaces.com/
http://www.ibeconomics.org/
http://www.ibeconomics.org/

The Monetarist Short Run Aggregate Supply (SRAS)

e Since money wages are assumed fixed = if the average price level changes
then the real wage will be affected and thus induce an ‘output response’ =

workers become, in real terms, ‘cheaper’ or ‘pricier’ to firms.

Their SRAS is thus upward sloping because:

o if APL, then the real wage\y = firms will be willing to offer more output
e if APL, then the real wage”™ = so firms will be willing to offer less output

The Monetarist SRAS
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The Monetarist Long Run Aggregate Supply (LRAS)

e Monetarists assume that in the long run, money wages are flexible and they
fully adjust to changes in the average price level

e If for example APLA by, say 2.3% then money wages will also increase by
2.3%

o It follows that the real wage does not change = no output response by firms

will result

Their LRAS is thus vertical because:
e Thus in the long run, changes in the APL will not affect real output
e In the long run, an economy will produce whatever it can produce given its
resources and technology
e The LRAS will thus be vertical at the economy’s Potential Output (Yp)
e Note that at Yp there is some unemployment, the normal or natural

unemployment (NRU), which is unavoidable

The Monetarist LRAS
APL LRAS
If APL falls from
APLI1 to APLZ, the
real wage will not
APLL change as the money

wage will fall as much
as the APL. Asa
result, real output will
remain at its potential
APL2 {full employment) level
Yp where some
unemployment exists,

the NRU.
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